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Executive  Summary 


Reducing  fiscal  disparity  —  differences  in  budgetary  stress 
across  municipalities  —  has  been  an  important,  longstanding 
goal  of  the  Commonwealth.     In  order  to  achieve  it,  policymakers 
need  to  estimate  the  relative  fiscal  strength  of  each  of 
Massachusetts'   351  cities  and  towns.     This  report  evaluates 
alternative  measures  of  fiscal  disparity  and  uses  them  to  gauge 
the  relative  fiscal  strength  of  the  Commonwealth's  municipal 
governments.     It  estimates  the  equalizing  effect  of  state  aid  to 
cities  and  towns  and  Federal  revenue  sharing.     It  also  assesses 
the  differential  impact  across  cities  and  towns  of  Proposition 
2-1/2 . 

The  empirical  methods  used  in  this  study  are  imprecise. 
Given  their  limits,  they  are  not  capable  of  producing  pinpoint 
estimates  of  fiscal  capacity,  fiscal  need,  and  fiscal  position. 
They  are  designed  to  produce  estimates  of  the  relative  stress  on 
each  city  or  town,  although  even  these  estimates  are  subject  to 
margins  of  error  that  necessarily  accompany  all  empirical 
research. 

This  study  is  the  first  of  several  to  be  issued  by  the 
Massachusetts  Special  Commission  on  Tax  Refoirm  concerning  local 
public  finance  in  the  Commonwealth.     Forthcoming  reports  will 
examine  the  structure  of  the  property  tax;  the  distribution  of 
its  burden  among  income  classes  and  age  groups;  local  option 
taxation;  and  selected  other  issues  in  state/local  fiscal 
relations . 

The  main  points  of  the  study  are  as  follows: 


Massachusetts*  cities  and  towns  differ  dramatically 
in  fiscal  strength 


1.  The  35th  strongest  community  (10th  percentile)-^  is  between 
two  and  three  times  stronger  than  the  316th  strongest 
community  (9  0th  percentile) ,  depending  upon  how  one  measures 
fiscal  strength. 

2 .  In  estimating  a  community's  relative  fiscal  strength,  one 
should  take  into  account  both  its  fiscal  capacity  and  its 
fiscal  need. 

o     "Fiscal  capacity"  is  the  ability  of  a  municipality  to 
raise  revenue  from  its  own  sources.     "Fiscal  need"  is  the 
extent  to  which  a  municipality  faces  uncontrollable 
conditions  that  increase  the  costs  of  public  services  or 
force  a  community  to  widen  its  array  of  services.  Examples 
of  such  conditions  include  a  large  concentration  of 
school-age  children,  a  high  incidence  of  poverty,  the 
presence  of  shopping  malls,   and  large,  dense  concentrations 
of  old  fire-prone  buildings. 

3.  Given  the  limits  of  currently  available  data,   it  is 
impossible  to  tell  how  the  degree  of  fiscal  disparity  in 
Massachusetts  compares  with  that  in  other  states. 

4 .  Together,   state  aid  to  cities  and  towns  and  Federal  general 
revenue  sharing  have  reduced  fiscal  disparity  by  more  than 
4  0  percent. 
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What  distinguishes  the  weakest  and  strongest  connnnunities? 


1 .  The  fiscally  weakest  communities  tend  to  be  urban  centers 
and  small  rural  towns.    (See  Table  1.) 

o    With  some  exceptions,  the  industrial  bases  of  the 
fiscally  weakest  cities  have  shrunk  dramatically  over  the 
last  two  decades. 

o    Fiscal  weakness  generally  results  from  a  lack  of  fiscal 
capacity,  not  from  extreme  fiscal  need. 

o    Boston  is  the  most  notable  exception.     It  ranks  only 
3  08th  in  fiscal  strength  primarily  because  it  ranks  4th  in 
fiscal  need.     It  ranks  between  133rd  and  248th  in  fiscal 
capacity,  depending  on  method  of  measurement. 

2 .  Which  communities  are  the  fiscally  stroncfest  in  the 
Commonwealth  depends  on  the  method  of  estimating  fiscal 
capacity.     According  to  indicators  relying  primarily  on 
property  wealth  per  resident,  the  strongest  communities  tend 
to  be  resort/retirement  towns,  mostly  on  the  Cape  and 
Islands.     According  to  personal  income  per  resident,  the 
strongest  communities  tend  to  be  suburbs  of  Boston.  When 
both  income  and  property  wealth  are  taken  into  account,  both 
Boston  suburbs  and  resort/retirement  communities  appear  on 
the  list  of  the  fiscally  strongest  cities  and  towns.  (See 
Table  2.) 


Table  I 

The  36  Fiscally  Weakest  Cities  and  Towns  in  Massachusetts 
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Fiscal  position,  as  measured  by  the  Wealth-Income (WINC) 
approach.  Median  community  =  100.  For  a  more  detailed 
presentation  of  results,   see  Appendix  2. 

Source:     U.S.  Bureau  of  the  Census,  1984. 

Source:     U.S.   Census  of  Manufactures ^   1963  and  1982. 

NA  =  Comparative  data  not  available  for  towns  with  population 

less  than  10,000  in  1963. 


Table  2 

The  35  Fiscally  Strongest  Cities  and  Towns  in  Massachusetts 


Strength  of  1984 
Name   Fiscal  Position        Rank  Population 
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Fiscal  position,  as  measured  by  the  Wealth-Income (WINC) 
approach.     Median  community  =  100.     For  a  more  detailed 
presentation  of  results,   see  Appendix  2. 


Source:     U.S.  Bureau  of  the  Census,  1984. 


What  distinguishes  communities  with  the  lowest  and  highest 
levels  of  fiscal  need? 


1 .  Differences  across  communities  in  fiscal  need  tend  to  be 
much  less  pronounced  than  differences  in  fiscal  capacity. 

2 .  High  need  municipalities  tend  to  be  large  and  also  suffer 
from  a  relative  lack  of  fiscal  capacity.     Exceptions  include 
"shopping  mall"  communities,   such  as  Braintree,  Burlington, 
Hanover,  Salem,   and  Woburn. 

3 .  Communities  enjoying  relatively  low  levels  of  fical  need 
tend  to  be  small  and  also  enjoy  relatively  high  fiscal 
capacity. 


How  has  Proposition  I'/z  influenced  a  community's  fiscal  position? 


1.     The  levy  growth  limit  of  Proposition  2-1/2  has  hindered  most 
communities  from  fully  tapping  their  underlying  fiscal 
strength.     Proposition  2-1/2  limits  annual  growth  in  a 
community's  property  tax  levy  as  well  as  its  property  tax 
rate.     A  municipal  government  may  "override"   (eliminate)  the 
levy  growth  limit  entirely  only  by  obtaining  the  approval  of 
2/3  of  its  residents  in  a  referendum.^     As  a  result  the 
levy  growth  limit  effectively  hinders  most  communities  from 
realizing  their  full  potential  fiscal  capacity. 
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Cities  differ  widely  in  the  degree  to  which  they  can  raise  future  property  tax  revenues 
without  violating  the  levy  growth  limit 


1.  In  fiscal  year  1985,   if  the  property  tax  revenues  of  all 
cities  and  towns  had  been  more  than  one  percent  higher  than 
they  actually  were,  more  than  one-third  of  all  municipal 
governments  would  have  exceeded  the  levy  growth  limit.  Put 
another  way,  the  "excess  capacity"  of  these  communities  was 
less  than  or  equal  to  one  percent. 

o    Many  of  these  municipalities  with  little  breathing  room 
under  the  levy  growth  limit  would  be  fiscally  stressed  even 
if  the  growth  limit  had  never  been  enacted.     Lacking  a 
strong  underlying  revenue  base,  these  communities,  the 
majority  of  them  older  cities,  are  levying  relatively  high 
tax  rates  in  order  to  maintain  public  services. 

2.  44  communities  have  "excess  capacity"  less  than  or  equal  to 
one  percent  under  the  levy  growth  limit,  yet  rank  among  the 
top  third  in  underlying  fiscal  strength  (when  capacity 

...  .9 

attainable  only  by  overrides  is  considered  accessible). 

o    Of  these  cities  and  towns,   34  levied  below-average 
property  tax  rates  in  fiscal  year  1985.     Most  were  also 
levying  low  rates  at  the  time  that  Proposition  2-1/2  first 
went  into  effect.     As  a  result,   for  these  communities,  the 
levy  growth  limit  effectively  puts  out  of  reach  an 
especially  large  amount  of  unused  fiscal  capacity. 
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3.     On  the  other  hand,  several  municipalities  could  raise  more 
revenue  than  they  do  without  running  into  the  levy  limit.  In 
fiscal  year  1985  38  communities  could  have  increased  their 
property  tax  revenues  by  at  least  10  percent  without  having 
broached  the  limit.     Cities  and  towns  can  build  up  so  much 
excess  capacity  primarily  because  1)   capacity  unused  in  one  year 
can  be  "banked,"  to  be  tapped  in  future  years,   and  2)   as  long  as 
a  community's  property  tax  rate  remains  below  2.5%,  property 
taxes  collected  on  newly  constructed  or  improved  real  estate  are 
exempt  from  the  levy  growth  limit. 


Footnotes 


1.     If  a  community's  fiscal  strength  is  at  the  10th  percentile, 
10  percent  of  all  communities  are  as  strong  or  stronger, 
while  90  percent  are  weaker. 


2.     This  is  true  when  underlying  fiscal  strength  is  estimated  by 
the  "wealth-income"   (WINC)   approach  to  estimating  fiscal 
strength.     See  Appendix  1  for  description  of  methodology. 


